This paper examines post-crisis export performance in Thailand against the backdrop ofprecrisis experience and ongoing changes in patterns of international production. Following a stage-setting survey of trends and patterns of export performance over the pastfour decades, it focuses on two key themes central to the current policy debate, namely the implications of China 's emergence as a key player in world markets in labour-intensive manufactured goods and the link between the crisis-propelled real exchange rate depreciation and export performance. There is strong evidence to suggest that the "China fear" is vastly exaggerated. Real exchange rate depreciation has been a significant determinant of the post-crisis export recovery. However, the growing importance in the export composition of parts and components within vertically integrated cross-border production processes has tended to weaken the nexus of real exchange rate and export growth.
I. Introduction
The economic boom in Thailand prior to the financial crisis in 1997 was underpinned by rapid growth in exports, accompanied by a dramatic shift in the commodity composition of exports away from traditional agricultural products and towards manufactured exports. There are serious concerns in Thai policy circles that the export performance so far has failed to regain pre-crisis dynamism. In particular, concerns have been expressed about the intensity of world market competition following China's entry into the World Trade Organization (WTO) and the implications for export competitiveness of tightening domestic labour market conditions as part of the recovery process. The purpose of this paper is to inform this debate by examining postcrisis export performance in Thailand against the backdrop of pre-crisis experience and ongoing changes in patterns of international production. In addition to examining trends and patterns of export performance, particular attention will be placed on Thailand's relative performance in major markets compared to China and the impact of crisis-propelled changes in the incentive structure on export performance.
The organization of the paper is as follows. Section II provides an overview of overall export trends, and changes in export composition and the experience during the post-crisis era. Section III looks at the possible implications of China's emergence as a major force in world trade for Thailand's export performance. Section IV examines changes in the incentive structure following the onset of the crisis and their implications for export performance. The key findings are summarized in the final section.
II. Trends and Patterns of Export Growth
The pre-crisis economic boom in Thailand was a classic example of export-led growth. During this period, the dollar value of total merchandise exports grew at an average annual rate of over 23.3 per cent compared with 13.4 per cent during the preceding decade.
Thailand's share in total world trade increased from 0.3 per cent in early 1970s to over 1.1 per cent by the mid-1990s. Exports as a ratio of GDP rose from 30 per cent to over 70 per cent, and exports accounted for over a half of the increment in real GDP, between these time points (Table 1) .
This impressive growth record began to falter from about the third quarter of 1995, resulting in a 3.6 per cent contraction in the dollar value of exports in 1996. This unprecedented export downfall contributed to triggering the crisis in 1997 by damaging investor confidence in the capacity to maintain its fixed exchange rate and 1976-1985 1986-1995 1986 1987 1988 1989 1990 5 provoking a large capital outflows (Warr 2000) .
For over a year following the onset of the crisis, export patterns remained rather volatile, with yearto-year growth remaining in the negative territory in most months ( Figure 1 ). This was followed by a sharp recovery, lifting year-on-year growth to the pre-crisis average (around 20 per cent) in the first half of 2000. This nascent recovery shortly fell victim to the world economic recession, pushing growth rates again into the negative territory in the second half of 2001. The recent export recovery started in the second quarter of 2002 and has gathered momentum in recent months.
II. 1 Overall Patterns and Trends
Until the late 1970s, Thailand was predominantly a primary commodity exporting country. In the late 1970s, export composition began to change rapidly, reflecting the expansion of processed food exports and traditional light manufactured goods, in particular garments and footwear (Table 2) . within vertically integrated production processes (Jones and Kierzkowski 2001; Athukorala 2003) What are the products in which Thailand has performed better in world markets compared to its overall export performance? In other worlds, what are the products in which Thailand has comparative advantage? Has the list of products which meet this criterion expanded or shrunk over the years? A useful measure that help answer these issues is the index of revealed comparative advantage (RCAI), which measures a country's relative export performance in individual product categories compared to its overall export performance in world trade (Balassa 1965 Through a comparison of average RCAIs between these two time periods, using the list of commodities, which, on average, had achieved The first impression from our analysis is that, throughout the period under study, Thailand's comparative advantage in world trade remained broad-based, unlike many developing countries whose strength in international exchange lies in one or a few products. Thirty eight products, which are more or less evenly distributed across both primary and manufacturing sectors, continued to remain in the "RCA status" during the period under study (Group A + Group B).
Nine new products had achieved RCA status by 1998 -2001 .3
In general, relatively a larger number of agricultural products have exhibited decline in the measured degree of RCA over time compared with manufacturing products (Groups B and C). However, Thailand's competitiveness in world agricultural trade has continued to remain strong. Only a few agricultural products (mostly traditional agricultural products) have shifted from We first look at new export opportunities for Thailand in the expanding Chinese economy. This is followed by an enquiry into the implications of China competition for exports from Thailand in third country markets. of total imports from developing countries ( Table  4 ). The rate of import growth from Thailand is comparable or superior to the experiences of the other major trading nations in the region. Imports from Vietnam and the Philippines have grown faster, but from very low base levels. Thailand-China Trade, 1990 Trade, -2002 (Exports and Imports in US$ million) Thai exports to China (Table 5) . It seems that China is becoming increasingly involved in the intra-regional specialization of assembly activities in these industries and Thailand has begun to benefit from this new form of intra-regional specialization (Athukorala 2003) .
Interestingly, tariff cuts under the "early harvest products" China-Thailand Free Trade Agreement have so far been limited to agricultural products that come under HS-Chapter 01 to 08, and two manufacturing items which are rarely traded between the two countries, namely anthracite, and coke and semi-coke. These products have not played a significant role in recent rapid growth of interviewed as part of this study, mentioned that they have become more competitive in recent years because wages in the eastern provinces of China In all "crisis-affected" countries in East Asia, have already begun to increase at a much faster rate export expansion slowed down in the lead up to the crisis. However, Thailand was the only country among them to experience an export contraction in 1996. There is no unanimity among economists about the causes of this unique Thai experience, but two important factors figure prominently in various prognoses. First, there was a massive appreciation of the real exchange rate as a result of both sharp appreciation of the nominal exchange against the yen (under the de facto dollar-peg exchange rate system) and domestic demand pressure arising from large foreign capital inflows.
Second, ten years of persistent economic expansion from 1986 had resulted in labour market tightening and real wage growth, eating into export profitability (Warr 2000) .
To what extent has the massive exchange rate adjustment during the crisis and the subsequent adjustments served to restore international competitiveness of tradable production in the Thai economy? The real exchange rate indices plotted in Figure 3 help answer this question. Of the two series, RERl is the ratio of the trade-weighted producer price index of the major trading partner countries (expressed in baht) to domestic consumer price index. It is a reasonable proxy measure of the textbook definition of the real exchange rate -the ratio of tradable to nontradable prices. RER2 has the same denominator, but the nominal wage index (average monthly earning per employee) is used in place of CPI as its numerator. Thus, it is a more appropriate indicator of change in profitability of labourintensive export production. While both RER series point to a significant deterioration in international competitiveness in the lead-up to the crisis, the degree of deterioration is much sharper in terms of RER2. This pattern is consistent with the view that the export collapse in 1996 was underpinned by a massive deterioration in the profitability of labour-intensive export products.
There has been a notable turnaround in both indices following the onset of the crisis. In the immediate aftermath of the crisis up to about late 1998, high domestic inflation partly counterbalanced the effect of nominal exchange depreciation on relative profitability of traded good production. Over the past four years, CPI inflation and nominal wage growth has remained low and the time pattern of the two RER series have by and large been determined by the behaviour of the nominal exchange rate.
To examine the impact of real exchange rate on export performance, we estimated the following "reduced form" export equation The model was estimated using monthly data for the period from January 1995 to November 2002. 5 All data series (except CRD) were constructed as indices (1995 = 100) and used in natural logarithms in regression estimation. Pretesting of data for time series properties revealed that all data series but one (CU for SITC 5) were integrated process of degree zero (Table 7) . Therefore, the standard two-stage procedure for modelling with non-stationary data was employed for estimating the model. Among the various techniques available for estimating the first stage regression (co-integrating vector), the one used here is the Phillip-Hansen modified least-square method, which is considered an appropriate choice for working with small data samples (Inder 1993 ). Ideally, we should have worked with a fully specified export model which captures demandand supply-side influences separately, while appropriately allowing from the possible simultaneous integration involved in the determination of quantity and price. Unfortunately, high-frequency data (which are essential for examination export determinants surrounding the recent crisis episode) are not available for this purpose. At any rate, the simultaneity issue is not a binding constraint because, as noted, the nonstationarity of the data series permits us to use cointegrating technique for the estimation of our reduced form equation. If the particular vector of non-stationary variables is put together on the basis of sound economic reasoning, then a cointegration relationship among them can be interpreted as the equilibrium (long-run) relationship (Engle and Granger 1987) .
The regression estimates are reported in Table  7 . Only the estimates obtained by using RER2 are reported because the use of RERl yielded virtually identical results. For total manufactured exports and each product category, the first equation is the co-integration vector that shows steady-state (long-run) relationship and the second equation shows short-run dynamics. The standard diagnostic tests for the residual whiteness of the short-run equation are also reported. Since we Notes: Under each commodity category, the first equation shows the long-run (steady-state) relationship (cointegrating vector), and the second equation, the short-run dynamics. ECM is error correction term (residual from the estimated co-integrating vector). T-ratios are given in brackets: * Significant at the 1 per cent level; ** Significant at the 5 per cent level; and *** Significant at the 10 per cent level. Sources: Estimated using data series complied from the Bank of Thailand on-line database.
have used all variables in natural logarithms, the regression coefficients can be directly interpreted as elasticities.
Looking first at the estimates for total manufactured goods, the short-run and equilibrium elasticity of exports with respect to change in the real exchange rate are 0.73 and 1.10 respectively. The results point to significant differences in the estimated degree of elasticity across the five categories. There is no evidence of significant impact of the real exchange rate on exports of chemicals (equation 2). For the other three categories both short-run and long-run elasticity estimates are statistically significant, but the magnitudes are different. The long-run elasticity of exports with respect to the real exchange for basic manufacturing is the highest (1.53), and for machinery and transport equipment is the lowest (0.65), with miscellaneous manufacturing coming in between (0.94). As one would anticipate a priori, short-run elasticities are considerably lower in magnitude in all cases. The results on the impact of capacity utilization on export performance are rather mixed. Statistically significant long-run effect is found only for chemicals (0.75), machinery and transport equipment (0.20), and total manufactured goods (0.42). In all these cases the short-run effect is much greater in magnitude, reflecting the fact that the effect of capacity utilization on export performance is by and large a short-run phenomenon. For total manufactured exports, chemicals and transport equipment world demand conditions (as captured by WT) are a significant determinant export performance. In all these cases, both short-and long-run export elasticities with respect to change in world trade volume is much larger in magnitude compared to the elasticities with respect to the real exchange rate.
In the equation for miscellaneous export, WT had the perverse sign and its deletion did not have any impact on the magnitude and the statistical significant of the coefficient attached to the real exchange rate. This result is consistent with the hypothesis that the standard "small country" assumption holds for exports of standard labourintensive goods from developing countries (that is, countries can expand exports without being affected by world changes in total world demand, depending on the conduciveness of domestic supply factors). In the case of machinery and transport equipment (equation 4), the high elasticity with respect to world demand and relatively low magnitude of the elasticity with respect to the real exchange rate is consistent with our earlier observation that the ongoing process of product fragmentation plays a key role in export expansion in this product category. This form of international specialization is much more dependent on the world market conditions relative to incentives faced by exporters in individual countries. On the supply side, the key prerequisites for export success through product fragmentation are open trade and foreign investment regimes to facilitate the integration of domestic manufacturing with global production networks of multinational enterprises (MNEs) (Jones and Kierzkowski 2001) . The pre-crisis export contraction in Thailand was largely an outcome of sharp erosion in international competitiveness rooted in macroeconomic excesses during the boom years. The incentives for export production, measured by the real exchange rate, have improved significantly following the onset of the recent financial crisis. This has been the combined outcome of significant nominal exchange rate depreciation propelled by the crisis and the easing of the labour market pressure, reversing persistent real wage growth experienced in the lead up to the crisis.
The results of our econometric analysis of the determinants of export growth suggest that real exchange rate depreciation is a significant determinant of the post-crisis export recovery. However, the results also suggest that rapid diversification of exports away from traditional products (wearing apparel, footwear, etc.) and 1.This observation is based on 3-digit SITC data from the UN COMTRADE database. 2.Detailed estimates for the 3-digit SITC commodities are not reported here for want of space. They are available from the authors on request. 3.Products in Groups A, B, and D together accounted for 85 per cent of total exports during 1998-2001. 4 .In a recent comprehensive study of the patterns and chronology of trade policy reforms during the post-war era, Sachs and Warner (1995, 
